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4Q12 total revenue declined 1.8% YoY, but increased 0.5% QoQ to 

EGP2.49bn, beating consensus by 2% and our conservative estimate by 

3.8%. The top-line reflected solid results in the Wholesale segment and 

an impressive performance by TE Data, offsetting the pressure from a 

decline in Retail Voice and Access revenue. 

ETEL's retail business has been pressured by the ongoing cellular 

substitution and intense competition with cellular operators, resulting in 

an overall drop in Voice revenue. However, the decline was more than 

offset by an impressive performance in Internet and Data (I&D). Retail 

revenue for 4Q12 declined 0.9% YoY and 8.6% QoQ to EGP1.12bn, c. 

45% of total revenue, down from 49.4% in 3Q12, but slightly above 

4Q11’s 44.6%. 

► Access revenue declined 8% YoY and 4.6% QoQ, reaching EGP328m 

owing to a shrinking customer base and high promotional activity. 

However, the company’s strategy of targeting dual-play customers 

and offering reduced connection fees resulted in c. 350k new 

subscribers during the year and a total of 2.2m high-yield/double-

play subscribers. Access revenue now constitutes 13.2% of total 

revenue, down from 14.1% in 4Q11 and 13.9% in 3Q12. 

► Voice revenue fell 14.8% YoY and 7.7% QoQ to EGP337m in 4Q12, 

mainly affected by the ongoing cellular substitution. Fixed-to-

international-calls revenue decreased 10.7% YoY in 2012 as a result 

of weak tourism and business activity. However, lowering domestic 

long distance tariffs was very successful, increasing 2012 revenue by 

4.9% YoY, a trend that accelerated in 4Q. Voice segment represents 

13.5% of total revenue, down 2.1pps YoY and 1.2pps QoQ. 

 ETEL vs. EGX 30 Rebased 
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 Market Price (EGP) 13.2 

 Target Price (EGP) 16.7 

 Upside Potential (%) 26.2 

 Free Float (%) 20.0 

 Market Cap. (EGPm) 22,960 

 Market Cap. (USDm) 3,377 

 Reuters Code ETEL.CA 

 Bloomberg Code ETEL EY 

 

Year to  

31 December 
2011a 2012a 2013e 2014f 2015f 

Revenue (EGPm) 9,895 10,032 10,172 10,305 10,418 

Revenue (% Δ) (3.2) 1.6 1.4 1.3 1.1 

EBITDA (EGPm) 4,551 3,725 4,089 4,122 4,136 

EBITDA Margin (%) 46.0 37.1 40.2 40.0 39.7 

EPS (EGP) 1.52 1.24 1.23 1.19 1.16 

EPS (% Δ) (6.0) (18.5) (1.0) (3.1) (2.7) 

P/E (x) 8.7 10.7 10.8 11.1 11.4 

EV/EBITDA (x) 3.8 4.5 4.1 4.2 4.3 

P/CF (x) 7.6 7.4 7.5 7.5 7.6 

DPS (EGP) 1.4 1.3 1.4 1.3 1.3 

Yield (%) 10.6 9.8 10.2 9.8 9.4 

ROE (%) 10.6 9.3 8.8 8.7 8.5 

Closing price as of 14 March 2013 

Source: Company data, NAEEM estimates 

 

► 4Q12 revenue was better than expected, supported by  

strong growth in Internet & Data and solid wholesale 

activity 

► EBITDA margin was down significantly, partly due to one-

time adjustments in respect to a wholesale agreement with 

Mobinil. Nevertheless, we lower 2013/2014 margin 

forecasts by 200bps 

► Award of an MVNO license and implications on market 

liberalisation remain unclear. We think an MVNO is still on 

the cards, but likely post parliamentary elections   

► With strong cashflow, a large cash balance, no acquisitions 

or exceptional capex, dividend payout can remain high, 

offering attractive yields 

► Lowering our EBITDA margin forecasts has resulted in a 

lower target price of EGP16.7/share 
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► I&D revenue remained the bright spot, offsetting the declines in the Voice and Access segments and growing 28.6% YoY 

and 12.1% QoQ to EGP360m. In 4Q12, it accounted for 14.5% of total revenue (32.2% of Retail revenue), increasing 

significantly from 11% in 4Q11 and 13% in 3Q12. We forecast I&D to account for c. 16% of total revenue by 2014. 

4Q12 Wholesale revenue declined 2.5% YoY but increased 9.3% QoQ to EGP1.37bn. In 4Q12, it accounted for 55% of total 

revenue, up from 50.6% in 3Q12 but slightly below 55.5% in 4Q11. Strong ongoing domestic and international capacity sales 

boosted the Wholesale segment. 

► 4Q12 Domestic wholesale revenue rose 13.6 % YoY and 

9.3% QoQ, owing to increased demand for greater 

bandwidth and capacity from ISPs and mobile operators. 

It represents 26.2% of Wholesale revenue (14.4% of total 

revenue), remaining flat QoQ, but higher than 4Q11's 

22.5%. 

► 4Q12 International wholesale revenue dropped 7.2% 

YoY, but grew 9.2% QoQ, driven by the stable and long-

term capacity leasing and ancillary service revenue 

associated with cables post-delivery. Cables revenue for 

2012 constituted 13.8% of the Wholesale segment. It now 

represents 73.8% of Wholesale revenue (40.6% of total 

revenue), remaining flat QoQ, but declining from 4Q11's 

77.5%. 
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Source: Company data, NAEEM Research  Source: Company data, NAEEM Research 

Margins negatively affected. The 4Q12 EBITDA margin shrank to 21.1% from 36.8% in 3Q12 and 39.7% in 4Q11. Gross 

margin declined to 34% in 4Q12 from 39.2% in 3Q12 and 48.6% in 4Q11. 

► EBITDA squeezed by salaries and the Mobinil agreement. 4Q12 EBITDA fell 47.8% YoY and 42.4% QoQ to EGP525m, 

missing consensus by 51% and our forecast by 47%. The decline was due to increased costs relating to salaries, promotions, 

the back-dating of interconnection costs related to the Mobinil agreement, and the renewal of the VFE agreement. The 

Infrastructure and International (I&I) agreement signed with Mobinil, although negatively affecting margins in the short 

term, should secure a longer-term revenue flow over the agreement’s three-year term. The agreement is also strategically 

important, suggesting that Mobinil and VFE are content to use ETEL’s IGW and, for now at least, are not looking at rolling 

out their own infrastructure. 

► 4Q12 net profit of EGP452m was down 22.6% YoY and 28.7% QoQ. The net profit margin for 4Q12 came in at 18.2%, 

down significantly from 25.6% in 3Q12 and 23% in 4Q11. 

Figure 1: Total revenue breakdown 
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Source: Company data, NAEEM Research 

Figure 2: Retail breakdown – YoY and QoQ growth  Figure 3: Wholesale breakdown – YoY and QoQ growth 



   

 Spotlight    Telecom Egypt 

3 

Wage inflation remains a concern. The potential impact of wage inflation on ETEL is a concern. Wages and salaries 

increased 15.4% YoY in 2012, accounting for c. 24.8% of ETEL’s revenue and 29.6% of ETEL's costs and expenses in 2012. We 

fear that further pressure to raise public sector wages later in 2013 and 2014 (especially as inflation mounts) could lower the 

EBITDA margin. This is a risk to our current forecasts. 

TE Data’s ADSL subscribers rose 22.6% YoY and 8.4% QoQ, reaching 1.36m by end-2012 and capturing a 60.8% share 

of the retail ADSL market (down from 60.3% in 3Q12 and 61.8% in 4Q11). TE Data adds exceeded the 100k mark (up 70% 

YoY and 107% QoQ), maintaining an impressive record of adding an average of more than 50k net new subscribers quarterly 

over the past three years. 

ARPU rebounding. ARPU in 4Q12 was impressive at EGP63.7/month, up 20.9% YoY and 10% QoQ, owing to ETEL's ongoing 

programme of cleaning up the subs base and focusing on higher-margin, dual-play customers. Total fixed-line subscribers 

reached 7.3m in the same quarter, down 8.8% YoY and 2.7% QoQ. 

ETEL has maintained its strong cash position and a solid balance sheet. As on 31 December 2012, it recorded a net cash 

position of EGP5.7bn, up from EGP5bn in 3Q12 and EGP4.9bn in 4Q11. 

VFE (fiscal year-end 31 March) reported healthy revenue growth in 3QFY13, increasing 4.7% YoY and 2.1% QoQ, owing to 

impressive subs adds and strong MOUs. However, net profit was down 3.2% YoY and 6.6% QoQ.  

4Q12 income from investments (mainly from VFE) came in at EGP217m, down 2.9% YoY and 6.6% QoQ. 

VFE ended December 2012 with 40.2m subscribers (up 9.3% YoY and 4.6% QoQ), adding an impressive 1.8m subscribers 

during the quarter, given the intense competition. 

Mobinil suffering and Etisalat rapidly gaining market share while VFE is defending well and maintaining #1 

According to data released by the Ministry of Communications and Information Technology (MCIT), VFE’s subscriber base stood 

at 39.8m at the end of 2012, up 8.4% YoY. VFE added 3m subscribers during the year, well ahead of Mobinil’s 860k adds. Etisalat 

recorded 9.4m adds in 2012 owing to the revision of the definition of mobile subscribers by the International 

Telecommunications Union (ITU) (i.e., mobile subscribers are those who have used the service at least once during the last three 

months for making or receiving calls or carrying out a non-voice activity such as sending or receiving SMS or accessing the Internet, 

as opposed to counting only voice activity). 

Mobinil continued to lose market share to Etisalat Misr in 2012, while VFE defended its market share successfully. By the end of 

2012, Etisalat Misr had increased its market share by 7.4pps YoY (to 24%) while Mobinil had lost 4.6pps YoY (falling to 34.9%); 

VFE held up better at 41.1%, losing only 2.9pps YoY and maintaining its number one position in terms of both market and 

revenue shares. 

 

Figure 4: Mobile operators’ market shares  Figure 5: Mobile operators’ subscriber adds 
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Source: MCIT, NAEEM Research  Source: MCIT, NAEEM Research 



   

 Spotlight    Telecom Egypt 

4 

MVNO for ETEL: Positive in the short term, but competitive IGWs would be damaging 

We have long been in sync with ETEL management's “if you can't beat 'em, join 'em” approach on mobile. While we are 

sanguine about the MVNO approach, we have concerns regarding the “price” ETEL is paying for direct access to the mobile 

market, i.e., the risk from additional competitive IGWs, and later on, the prospect of other players owning their fibre 

infrastructure. Both developments would be damaging for ETEL’s wholesale revenue. International Wholesale revenue, which 

would be most at risk, accounted for 40.2% of ETEL’s total revenue in 2012 (75% of Wholesale revenue). We note, however, that 

both Mobinil and VFE currently have live, three-year wholesale agreements with ETEL, thus providing it protection for at least 

that period. 

We believe an MVNO can work for ETEL, because… 

► We believe that an MVNO licence fee would not be a burden on ETEL and could cost less than USD100m – ETEL currently 

holds EGP5.7bn in cash (c. USD837.8m). Further, ETEL may even be awarded the licence at no cost, given that there is no 

spectrum allocation involved. Additionally, MVNO does not involve any capital investment, as network capacity is leased 

from other cellular operators. 

► We see the two-year period as a decent interim period for ETEL to gain critical mass in its MVNO before embarking on a 

capital-intensive, green-field infrastructure licence. We believe that after two years as an MVNO, ETEL could build a 

subscriber base of c. 3-5m (subject to the type of strategy it adopts). 

► As things stand, we would expect ETEL to run its MVNO service over VFE’s network; however, it is possible that this 

relationship will change (if ETEL is forced to exit VFE at a later stage). Therefore, to get the best pricing, ETEL will likely play 

off all three mobile operators when buying capacity. 

► We expect ETEL’s MVNO to focus on the enterprise segment (especially government entities and state-owned banks) as well 

as broadband (data is becoming key, while voice is increasingly being commoditised). This differs from a usual MVNO 

market focus, which tends to be towards the lower end of the pre-paid market. 

► Once it has its MVNO licence, ETEL could begin offering its customers triple-play (fixed voice, ADSL broadband and mobile) 

bundles, assuming regulatory approval comes through. 

…But at what cost? If ETEL is given an MVNO licence without an auction, the government may feel obliged, or even pressured, 

to provide a quid pro quo to mobile operators. Initially, we believe this will be the right to resell domestic fixed-line services 

using ETEL’s network and a re-pricing of IGW licence fees to make them economically viable for Mobinil and VFE. 

While mobile operators may be interested in offering domestic fixed-line services to customers, history shows that in other 

markets, switching to alternative service providers is a slow process, and the incumbent usually continues to retain the dominant 

market share. Further, to the extent that cellular operators do sell this service, ETEL will still get paid for transmitting and 

terminating calls. Lastly, interconnect and access charge regime negotiations tend to be arduous and, in the end, often require 

intervention from the regulator to fix rates. As a result, we are not overly concerned about ETEL’s loss to competitors reselling 

domestic fixed-line services over ETEL’s network in the medium term. 

A much greater risk to ETEL, in our view, would be for Mobinil and VFE to be given the right to install their own IGWs under 

much easier licence terms than the ones currently being offered (EGP100/existing subscriber and EGP25/future subscriber, which 

would cost Mobinil EGP3.3bn and VFE EGP4bn). 

We believe these new IGWs would be very damaging for ETEL’s Wholesale segment, as revenue from the expected nascent 

mobile business would be insufficient to offset the impact. We estimate that at least c. 20% of ETEL’s revenue would be at risk. 

Basically, once the international switches are installed, the two cellular operators could immediately direct all outbound 

international calls through their own gateways. They may even be able to compete to land incoming international traffic from 

foreign operators (although this is a much more fickle business). 

Thankfully for ETEL, there is some protection in the near term, as Mobinil and VFE have both signed three-year wholesale (I&I) 

agreements with ETEL. Even if the integrated licences are offered immediately, wholesale revenue should be protected for at 

least that period (it would also take mobile players at least 18 months to install their infrastructure). Further, the pricing of the 

licence and the termination rates that operators can negotiate will still have to be assessed in a build-or-buy analysis. 
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What about ETEL’s investment in VFE? 

ETEL currently owns 45% of VFE. There has been much speculation over whether it would be required to sell this stake if it 

obtains a mobile licence. 

In our view, we do not think the authorities will force ETEL to sell its stake while it operates as just an MVNO. However, as we 

move into later stages, under which ETEL could upgrade to an infrastructure-based operator with its own spectrum, it may then 

be forced to divest. 

Dividend payout disappointing, but more possible. ETEL’s 2012 proposed cash dividend of EGP1.30/share (implying a 10.2% 

dividend yield) was disappointing and below our estimate of EGP1.45/share. However, we believe that with cellular aspirations 

now limited to the planned MVNO licence (not the capital-intensive, green-field infrastructure licence), no large capex and 

acquisitions on the agenda and a strong cash position, there is scope for ETEL to pay an interim dividend in the coming 

quarters. Moreover, the government still owns 80% of ETEL and with a rising fiscal deficit, it may have a vested interest in ETEL 

raising dividends. 

Trading at a discount to peers. On current multiples of 11.8x 2013e P/E and 4.6x EV/EBITDA, ETEL trades at a 9% and 11% 

discount to peers, respectively, while the underlying fixed-line business trades at an implied EV/EBITDA of only 3.1x. We believe 

that as Egypt’s political future becomes more settled after the parliamentary elections, and if the USD4.8bn IMF loan is finally 

approved, ETEL shares should re-rate towards the peer average. 

Remain buyers but with concerns. After factoring 2012 results in our model and cutting our EBITDA margins estimates for 

2013 and 2014 by c. 200bps, this resulted in reducing in our TP by 5% to EGP16.7/share from EGP17.5/share. 

While we have medium-term concerns over ETEL’s business in a liberalised environment, particularly its international wholesale 

revenue, investors are advised to remain buyers in the near term, both on valuation and for continued attractive yield. Further, 

from a sentiment perspective, we believe ETEL’s shares would respond favourably to the announcement of an MVNO. 
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In EGPm 4Q12a 4Q11a 3Q12a YoYΔ QoQΔ 2012a 2011a YoYΔ 

Revenue 2,488 2,534 2,477 -1.8% +0.5% 10,032 9,870 +1.6% 

Gross Profit 847 1,186 972 -28.6% -12.8% 4,143 4,444 -6.8% 

Gross Profit margin 34.0% 46.8% 39.2% -12.8pps -5.2pps 41.3% 45.0% -3.7pps 

EBITDA 525 1,006 911 -47.8% -42.4% 3,725 4,607 -19.1% 

EBITDA margin 21.1% 39.7% 36.8% -16.8pps -15.7pps 37.1% 46.7% -9.5pps 

Income from investments 217 223 232 -2.9% -6.6% 876 899 -2.6% 

Net profit 452 584 634 -22.6% -28.7% 2,613 2,993 -12.7% 

Net profit margin 18.2% 23.0% 25.6% -4.9pps -7.4pps 26.0% 30.3% -4.3pps 

Capex 145 192 90 -24.1% +61.7% 451 689 -34.5% 

Net cash 5,705 4,854 5,000 +17.5% +14.1% 5,705 4,854 +17.5% 

Subscribers (m) 7.3 8.0 7.5 -8.8% -2.7% 7.3 8.0 -8.8% 

Blended ARPU (EGP/month) 63.7 52.7 57.9 +20.9% +10.0% 59.2 53.7 +10.2% 

Access revenue 328 357 344 -8.0% -4.6% 1,363 1,549 -12.0% 

Voice revenue 337 396 365 -14.8% -7.7% 1,460 1,720 -15.1% 

I&D revenue 360 280 321 +28.6% +12.1% 1,285 1,040 +23.5% 

Other retail revenue 93 97 194 -3.9% -52.1% 542 436 +24.4% 

Total Retail revenue 1,118 1,129 1,224 -0.9% -8.6% 4,650 4,746 -2.0% 

Domestic revenue 358 315 328 +13.6% +9.3% 994 1,248 +8.3% 

International revenue 1,010 1,089 925 -7.2% +9.2% 4,029 3,876 +4.0% 

Total Wholesale revenue 1,369 1,405 1,253 -2.5% +9.3% 5,382 5,124 +5.0% 

TE Data         

Subscribers (000) 1,362 1,111 1,257 +22.6% +8.4% 1,362 1,111 +22.6% 

Net adds (000) 105 62 51 +70.0% +107.1% 251 228 +10.0% 

Retail ADSL market share 60.8% 61.8% 60.3% -1.0pps +0.5pps 60.8% 61.8% -1.0pps 

VFE (31 March year-end) 3QFY13a 3QFY12a 2QFY13a YoYΔ QoQΔ 9MFY13a 9MFY12a YoYΔ 

Revenue 3,278 3,132 3,210 +4.7% +2.1% 9,574 9,260 +3.4% 

Net profit 482 498 516 -3.2% -6.6% 1,519 1,515 +0.3% 

Capex 568 650 461 -12.6% +23.2% 1,297 1,245 +4.2% 

Subscribers (m) 40.2 36.8 38.5 +9.3% +4.6% 40.2 36.8 +9.3% 

 Net adds (m) 1.8 1.3 0.8 +40.4% +113.6% 3.0 4.6 -33.9% 

MOUs (m) 23,599 20,044 22,394 +17.7% +5.4% 68,416 57,490 +19.0% 

Source: Company data, NAEEM Research 
 

 

Figure 6: ETEL 4Q12 results summary 
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Disclosure Appendix 

Disclaimer 

This report is based on publicly available information. It is not intended as an offer to buy or sell, nor is it a solicitation of an offer to buy or sell 

the securities mentioned. The information and opinions in this report were prepared by the NAEEM Research Department (“NAEEM”) from 

sources it believed to be reliable at the time of publication. NAEEM accepts no liability or legal responsibility for losses or damages incurred 

from the use of this publication or its contents. NAEEM has the right to change opinions expressed in this report without prior notice. 

This research report (including all appendices) contains information that is intended to be conveyed only to the intended recipients, which 

insofar as the United Sates is concerned, are “major U.S. institutional investors” (i.e., U.S. institutional investors having total assets under 

management in excess of USD100 million, or investment advisers that are registered with the U.S. Securities and Exchange Commission and 

have total assets under management in excess of USD100 million). If the reader or recipient of this research report is not the intended recipient, 

please notify NAEEM immediately, and promptly destroy this research report without retaining any portion in any manner. The unauthorized 

use, dissemination, distribution or reproduction of this research report by any person other than the intended recipient is strictly prohibited. 

Analyst Certification  

The primary research analyst/analysts covering the company (or companies) mentioned in this report certify that their views about the company 

(or companies) and their securities are accurately expressed. Further, no part of their compensation, whether pecuniary or in-kind, was, is, or will 

be, directly or indirectly related to the recommendations or views expressed in this research report. Unless otherwise stated, individuals listed on 

the front cover/page of the report are the research analysts. 

Stock Ratings 

NAAEM believes that an investor’s decision to buy or sell a stock should depend on individual circumstances (including, but not limited to the 

investor’s existing holdings and financial standing) and other considerations. Different securities firms use a range of rating terms and rating 

systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each report. In addition, since 

NAEEM’s research reports contain complete information about the analyst’s views, investors should read NAEEM reports in their entirety, and 

not infer the contents from the ratings alone.  Ratings (and/or research) should not be relied upon as an investment advice. 

NAEEM assigns ratings to stocks on the following basis: 

Rating Upside/Downside potential 17 March 2013Rating distribution as of  

BUY >20% 41% 

ACCUMULATE >10% to 20% 13% 

HOLD +10% to -10% 37% 

REDUCE <-10% to -20%  6% 

SELL < -20%  3% 
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